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WHAT IS THE DANGER OF OVERBUILDING 2? 
x HE building boom, which has long beena major contributor tothe nation’s 





prosperity, as well as an outgrowth of it, has been attracting more than 

ordinary attention in the last few months. There have been rather defi- 
nite signs that the space shortage accumulated during the depression and war 
years has been wiped out, and fear of overbuilding has been expressed by some 
of the industry ’s more acute observers. These comments have come principally 
from leaders in the mortgage lending field. 


This is not a subject to discuss frivolously, nor should comments upon it be 
circulated without due regard for the facts upon which they are based. The con- 
struction industry is far too vital apart of our national well-being to be crippled 
by a shortage of financing. On the other hand, the effects of overbuilding can be 
a good deal more crippling and of great duration. 


It seems perfectly safe to say that overbuilding has not yet occurred except 
in isolated instances and in one or two segments of the industry. It is also safe 
to say that a certain amount of overbuilding can be tolerated without widespread 
repercussions. Since overbuilding has not occurred, the real questions are: is 
it likely to? and when? 


To help make some sort of analysis of these questions we have prepared the 
charts that appear on pages 23 through 29. These charts were originally pub- 
lished in the March 1954 issue of the Real Estate Analyst, and were discussed 
there in considerable detail. 


Basically they show the trend of total construction and the various segments 
of total construction. There are three lines on each chart (except the one on 
residential construction). These lines show 1. indexes of the total dollar vol- 
ume of construction uncorrected for change in the cost level; 2. indexes of the 
total dollar volume of construction expressed in terms of 1947-49 dollars, elim- 
inating distortion caused by the widely changing price levels; and 3. indexes of 
the total dollar volume of construction expressed interms of 1947-49 prices 
and adjusted for population change, or, in the case of farm censtruction, adjusted 
for changes in the number of farms. 


Admittedly, these chartsare not the fullanswer. There are several factors 
in the picture that they do not consider. For example, take the chart on new 
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office, warehouse and loft construction (page 26). The red line, which is the 
one to watch, shows that the present boom has consistently run far behind the 
boom of the 1921-29 period. However, during this boom there have been prac- 
tically no loft buildings erected. Therefore, a true comparison would be the 
amount of office building and warehouse construction of this boom with the amount 
of office building and warehouse construction of the last boom. Unfortunately, 
the figures aren’t available tomake suchan analysis. Nevertheless, we believe, 
and think that this chart partly bears us out, that we are at least several years 
away from a situation similar to the one in 1929 insofar as office building con- 
struction is concerned. There will be some overbuilding, of course. The fig- 
ures from Pittsburgh indicate that some of the buildings there are experiencing 
a good deal more difficulty than those in cities with little or no office building 
construction. However, there is a good chance that most of the modern build- 
ings will pull throughin good shape unless the situation is further aggravated by 
more new building there. 


Look at the chart on new private commercial construction (page 27). This 
covers construction of stores, restaurants and garages, and shows that this type 
of construction is also running far behind its record level of the 1921-29 pe- 
riod. One shortcoming of this chart is that it fails to consider the change in the 
types of stores. For example, during 1921-29 there were no taverns or liquor 
stores erected (and the construction of speakeasies was not much of a factor 
in the building business). On the other hand, the present boom has seen tre- 
mendous expansion in this type of retail outlet. Laundromats and automobile 
laundries were also virtually unknown in the twenties. Furthermore, there has 


been tremendous expansion in the number of bowling alleys, gift shops, appli- 
ance stores, radio and TV service stores, and automobile sales agencies. De- 
spite some new uses and tremendous expansion in others, construction in this 
field has lagged that of the twenties by a large amount. On the other hand, a 
good many of today’s stores are much more efficient than those constructed 25 
to 30 years ago, and coupled withtheir addedaccessibility, allow a given amount 
of space to serve a larger number of customers. 


Aside from these imponderables, it seems to us that in the commercial 
field we have not reached a point of nationwide overbuilding, nor are we apt to 
at the present rate. 


There is no implication in these charts that spot overbuilding cannot occur. 
In fact, local overbuilding of commercial and office buildings has occurred in a 
number of cities. In these two fields the builder and the lender should study 
their local situation very carefully, much more so than during the last 5 or 6 
years. Generally speaking, however, overbuilding in the early stages at least 
is going to hurt inaccessible and obsolete properties before it will be felt by the 
modern and well-located properties. 


All readers of these reports know that the rate of residential construction 
(cont. on page 30) 
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WHAT IS THE DANGER OF OVERBUILDING ? 
(cont. from page 22) 
has run well behind that of the last boom. Nevertheless, it is our opinion that 
the danger of overbuilding is greater in this field than in any other. This is 
primarily because the Congress seems tobe obsessed with the idea that everyone 
should own a home regardless of whether he has a down payment or will live 
long enough to pay off the mortgage. 





There is only one thing that will keep the home building industry from being 
led into serious trouble. That is the destruction of a good portion of the old, 
obsolete dwelling units now covering the slum and blighted areas of most cities. 
Fortunately, there is a good chance that enough of this wili be done to get us 
through the next 3 or 4 years without piling up a surplus of housing. If we get 
through the next 3 or 4 years (or perhaps the next 5 or 6) without becoming over- 
built, the danger will be past. By that time the rateof new family formation will 
begin to pick uprapidly andthe basic need for newhouses should pick up accord- 
ingly. 


dt rel aia es 
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In the interim it will behoove builders and lenders alike to study their local 
markets with a cold and critical eye. The first symptoms of overbuilding - in- 
creasing vacancies and lower rents - are beginning to cropup in various cities, 
and in these trouble spots, a proper amount of restraint is in order. 


VACANCIES ARE INCREASING 


NYONE who has ever thought about it knows that the first symptom of over- 
A building is a rising vacancy rate, and that the second is lower rents (or 

concessions, which amount to the same thing). When these symptoms 
appear, it is certainly time for the thoughtful builder and lender to look closely 
at their area, and tomake some attempt togauge the strength ofthe market. We 
are afraid that all too little of this is being done. 
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Last September, under the title “Babies Don’t Buy Houses,” we wrote an 
article on the increasing number of vacancies and the diminishing number of 
families seeking rented quarters. Along with this we ran a series of charts 
showing indexes of the number of “For rent” ads compared with the number of 
“Wanted to rent” ads in 48 principal cities of the United States. In most in- 
stances the city index was compared with the national average. (For previous 


discussion on this topic refer also to pages 338-340 of the August 1954 Real 
Estate Analyst.) 


These charts were based on ad counts taken during the second Sunday in May 
for each year from 1940 through 1954.* This study is of such immediate 
(cont. on page 36) 





*In some cases the counts were for the entire month of May and in others they 


were annual counts. The patterns, regardless of the period, were remarkably 
similar in all 48 cities. 
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CHANGES IN SUPPLY & DEMAND — RENTAL HOUSING 


SELECTED METROPOLITAN AREAS 


ALBANY, N.Y. 
THE ALBANY TIMES-UNION 
ON 2ND SUNDAY IN MAY 
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BALTIMORE, MD. 
THE BALTIMORE SUN 
ON 2ND SUNDAY IN MAY 
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BOSTON, MASS 


THE BOSTON GLOBE* 
ON 2ND SUNDAY IN MAY 








CHARLOTTE, N.C. 
THE CHARLOTTE OBSERVER 
ON 2ND SUNDAY IN MAY 





CHICAGO, ILL. 


THE CHICAGO TRIBUNE 
ON 2ND SUNDAY IN MAY 


CINCINNATI, OHIO 


THE CINCINNATI ENQUIRER 
ON 2ND SUNDAY IN MAY 
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CLEVELAND, OHIO* 
Figai es furnished by “A Sheet-A-Week, 
prepared by Howard Whipple Green, 
and the real property inventory of 





COLUMBUS, OHIO 
THE COLUMBUS DISPATCH 
ON 2ND SUNDAY IN MAY 
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DALLAS, TEXAS 
THE DALLAS MORNING NEWS 
ON 2ND SUNDAY IN MAY 
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CHANGES IN SUPPLY & DEMAND - RENTAL HOUSING 
SELECTED METROPOLITAN AREAS 1940-1954 





DAYTON,OHIO 
THE DAYTON NEWS 
ND SUNDAY IN MAY 


DENVER,COLO. 
THE DENVER POST 
ON 2ND SUNDAY IN MAY 
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THE DETROIT NEWS & 
DETROIT FREE PRESS 
ON 2ND SUNDAY IN MAY 
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JACKSON VILLE, FLA. 
THE FLORIDA TIMES-UNION 
ON 2ND SUNDAY IN MAY 
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KANSAS CITY, MO. 
THE KANSAS CITY STAR 
ND SUNDAY IN MAY 
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KNOXVILLE, TENN. 
HE KNOXVILLE NEWS-SENTINEL 





LITTLE ROCK, ARK. 
THE ARKANSAS GAZETTE 
ON 2ND SUNDAY IN MAY 
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MILWAUKEE, WIS. | MINNEAPOLIS, MINN. NASHVILLE, TENN. 
THE MILWAUKEE JOURNAL* NUMBER THE MINNEAPOLIS STAR-TRIBUNE THE NASHVILLE PUBLIC LIBRARY 
*Total ads for month of May OF ADS Yearly Totals ON 2ND SUNDAY IN MAY 


BE 3 7 = 
— \ f 


ee 
Y 














100 











1954 





! 
/ 
j 
4 
! 
i 
! 


t 








INDEX 1940 - 1954 = 100 


INDEX 1940 









































“Tuli NUN 


45 19 1955 1960 19 50 1955 1960 











1945 











OKLAHOMA CITY, OKLA. OMAHA, NEBR. | PHILADELPHIA, PA. 
rene sates dnickcameedin OMAHA EVENING WORLD HERALD |yyygeg THE PHILADELPHIA BULLETIN 
‘aos Sein diana a ON 2ND SUNDAY IN MAY OF ADS ON 2ND SUNDAY IN MAY 
ms ne : — FOR RENT INDEX —SUPPLY nani 
300 |+-_—— —="WARTED TO RENT INDEX- DEMAND si [{* 








| 
276 








[256___| 300 


ro 
<> 


pA il 














1954 =100 














INDEX 1940 














- \ s— : 
11 || UII LL 


0 
Ll 240_ 245 1250 : 1955 19601940 1945 



















































































INDEX 1940 - 1954 =100 


s 
x 
“ 
< 
a 
< 
~ 
wi 
ra) 
Zz 


INDEX 1940 - 1953 =100 











PITTSBURGH, PA, 
PITTSBURGH PRESS & 
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RICHMOND, VA. 
:ICHMOND TIMES-DISPATCH 
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ROCHESTER, N.Y. 
THE ROCHESTER DEMOCRAT 
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RALEIGH, N.C. 
THE RALEIGH NEWS & OBSERVER 
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SEATTLE, WASH. a 
THE SEATTLE POST-INTELLIGENCER 
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SOUTH BEND. IND. 
THE SOUTH BEND 
TRIBUNE 
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SPRINGFIELD, MASS. 
THE SPRINGFIELD UNION 
ON 2ND SUNDAY IN MAY 
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THE TOLEDO BLADE 
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SPRINGFIELD. ILL. 
THE ILLINOIS STATE JOURNAL 
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THE TAMPA TRIBUNE 
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WINNEPEG, CANADA | 

THE GREAT-WEST LIFE | 

INSURANCE COMPANY | Tel . 1 = 
fon Gna ean. aan | VACANCIES ARE INCREASING 


— WANTED TO RENT INDEX=PEMAND ; (cont. from page 30) 
| | importance that we have run it again, the last point on the 
me Sas SE Bt chart being October 10, 1954. Late this spring we will run it 
again to show the situation as of May 8, 1955. 


g 





8 


nN 
w 
°o 


The classified ad sections of many of the nation’s news- 
papers make very interesting reading - “A wonderful play- 
ground for the little ones,” “Children welcome, welcome, 
welcome,” “Month’s free rent,” and “Will decorate to suit” 
are phrases that had gone unsaid for so long that they area 
totally new experience for many tenants. At least in some 
cities they no longer have to apologize for having children, 
nor do their own decorating 
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The rental situation in some cities is still relatively tight 
except in luxury-type apartments and in very small! furnished 
units. Moreover, it varies widely from city to city as to type 
of vacant unit. For example, on October 10 the Chicago TRIB- 
1940 1945 "1950 ; . UNE ran only 33 “Houses for rent” ads, whereas the Denver 

POST had 277. On the other hand, the TRIBUNE offered more 

than 1, 100 apartments, compared witharound 600 inthe Den- 
ver POST. Memphis, Tennessee, is another city where apartment vacancies (616) far outnumber house 
vacancies (131). 








Rental rates also show a big difference. This is another factor that we are studying and on which we 
will have some very revealing comparisons in a few weeks. For the time being, however, here are 
some that look interesting. In Dallas, Seattle, Pittsburgh, Fort Worth, Baltimore, and Denver, unfurn- 
ished apartments of three, four, and five rooms averaged from $15.50 to $18 per room. In Chicago, 
unfurnished three-, four-, and five-room apartments averaged $28.40 per room. These were adver- 
tised rentals on October 10, 1954. 


Insofar as unfurnished houses were concerned, the range in the above-mentioned cities (except 
Chicago) was from $13.70 to $19.70 per room for four-, five-, six-, and seven-room houses. There 
were not enough advertised in Chicago to get a worthwhile reading, so no comparison was made. Later 
on we will publish a more complete tabulation, and in May we will run up a new set of computations to 
see how the situation has changed during the 7 months between October and May 


A quick look at the charts will show the marked similarity in the rising number of “For rent” ads 
and the decreasing number of “Wanted to rent” ads. While no city-by-city tabulation has been made 
since October 10, the indications in St. Louis are that the number of vacancies is still rising. The in- 
crease in the number of ads here since October has been 20%. Notice that the newly added chart on 
Winnipeg, Canada, shows the same trends as round in the 48 United States cities 
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